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FOREWORD

This publication was . prepared under contract
by the UNITED STATES JOINT FUBLICATICNS RE~
SEARCH SERVICE, a federal governmént organi-
zation established to service @ﬁe translatién

and research needs of +the various govermnent

deaprtiments.




JPRS: L4166

0S0: 1101-8
PRODUCTION COST PLANNING IN FERROUS
METALLURGY
~USSR-

[fbllowing is the translation of an article entitled
"Planirovaniye sebestoimosti produktsii v chernoy
metellurgii” (English version above) by N. Romanovich in
Plenovoye Khozyaystvo (g;anned Economy), No T, Moscow,
July 1960, pages 49-57./

: The development of soclelist industry in our country is being
accomplished through intro-industry accumulstions on the tesgis of

‘& lowering of production costs. The importance of lowering produc-
tion costs has been expecially noted in Comrade N. S. Khrushchev's
report to the 2lst Congress of the CPSU. YAt present, when every
percent of lowering of production outleys," seid Comrade Khrushchev,
"is expressed by a colossal figure exceeding 12 billion rubles, and
at the end of the Seven-Year Plan by 21 billion rubles & year, the
struggle for the lowering of costs, for a system of economy, is
acouiring expecially great significance."

" production costs are a generalizing of the index charaecterizing
the quality of the whole production-economlic activity of an enter-
prise. By fixing production-cost limits in the plens, the economic
orgenizations act through this index upon the extent of the lowering
of expenditures for industrial output, A comparison of the level of
the costa of the individusl types of production by output items
ghows how system of econcmies is carried out at an enterprise; in par-
tiecuwlar, how economically are raw and other materials, fuel and power

_expended, how labor productivity is raised, how production capaci-
ties are utilized, and so forth. ‘

fhe main task in the drawing up of & production~-cost plan is
the ascertainment and mobilization of the intra-production reserves
available to the enterprises. The lowering of expenditures for tae
production of ferrous metals can be achieved by raising labor pro-
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ing yéer is detormlned bj dmu'
viding the -differehnce twesn The dverage. yesrly ex-
penditures per. 1vg79 7if¢om aditJ prodhotwon durlnb

the preceding yeaw ayid these e pen&xtures ascording

to the confirmed plan by the averaﬁe veariy swpenm."
ditures per ruble ¢f ﬂome%Ltv production during. the
preceding vcar ‘If the mxp”nd*turps peEr. ruble ‘of commo=

relation to the p?“ﬁﬁ“

.dlty ”*ﬁéuvizun a$0unte “to- 90 ko pﬁks in the preced-
“ding year, but B5.5H kopoks in the plamn¢ny year, the
~wreductlon in exparavtv?e 'w131 ano uﬁt (9’ - 8’@5

Xlé@)

V ﬁhe compavlﬁan nf “YﬂCﬂd txras{wr vuble oP ccmmaw

jdltv production rcvovi~n, td the - plaﬂ with these i~
peldlLureq in.the preceding year is done without COT~
erszon into  the. p*avrcé assortuent’ of ‘products. -

s Cpa form s basis for! the productlon cost plan

14 is necessary. 6lso 1o work ount ﬂqhzmate deta. For

the ferrous metallurgy enterprises,y Cthere must be sub-
mitted with the draft plah od ﬂ;oﬁur ion 'Goste an estis
nate of €xy senditures for. pIGdUCtTOL and of. the re-
duction in the w“cd29i1rn cos ,*cf»onmpar s hle commo-

dities in Iﬁrﬁﬁwtwn &8 y¢ih rprtxr* tu +no avwraﬁe

"’ 3earJ# level for. the past year.

1S

The estimabe of ‘e"yeﬂd¢1aros for‘ﬁroduﬁtlon ig
intended: to detey N.LP in mone sry terne all the eXLPEN-
ditures for produsticn connected with the main acti-
vity of an enterprase; it make & 4 possiblé to'wo-
'unr&jnafe he nr"daa‘lvn ﬂufu }3 T w“*h o nsr depart-
me J['uc o " v ‘ N

: “In ih“-tb“”@ﬁ mftmwhuv"} PmﬁevprLSP" Cﬁﬂp?fﬂbl&

O%méﬁ“ui@ ireluds all kinds of products m ade in- the
prav»eu vear in The wey ofmas QT series praauctlon
and for whmov repoft aloula were compiled. Here
1t should be taken into mcso vn tﬂw* only completed
production hegun esy > gk the fourtn gquarter of the
previcns year can hio ”,ompariLJC nom“cd4ty
ountuut. e ‘

Reonories 1 the qupan» of +hh praouﬁtlnn
cost of ccmparaq¢e‘60ﬁJod1£1cs for the plaWﬂJrn period
are computed as the difference petween their evaluatlion
sccording to the average vearly production coc st of the
prevy ious year and thet of the plan. Tay div1d1n» this
gifference by the sum of Fﬂ comparahle commodities
t¢ be prcducea in the planning perﬁad taw perccntag




of reduction in the production cost of the comparable commodi-
ties is determined. ( . '

To form e basis for the plan for non-comparable eoiwiodi-
ty production it is sdvisable to submit a draft of complete

production costs arrived at by calculation for the newly masbered .
type of production to e done in the planning period in large
quantities. ' '

Production cosis at ferrous metallurgy enterprises are
determined on the basiz of the volume of production in a specie-
fic line, the norms of expenditure of the main kinds of raw and
other materials and fuel, the number of industrial production per-
gonnel end pay-roll, the introduction of new construction objects,
etc. However, in working out a draft plan, ons nust not passively
adopt all the initial projects contemplated. In order to ascer=
tain the available reserves more fully, it is neceasary to mske an
econoriic anslysis of tohe draft plan with respect to production,
labor, expenditure norms ané other indices of the plan. If the
production cost drveft plsn drown up on the basis of indices from
other planning departments provides for a raising or an insignifi-
cant lowering of expendltures per ruble of commodity production,
it is necessary to verify to what extent the initial drafts from
the separate planning departments that involve a raise in expen-
ditures are well founded. . S

™ working out e draft plan of production costs, it is
adviseble to make estimates by the enterprise as & whole, without
distributing the expenditures by separate shops. The calculations
should be made only for newly msstered non-comparable production
to be turned out in concidereble guantities. ‘

The cost of all commodity production ig determined on the
basis of an estimate of expenditures for production. In this
estimate, the outlays are grouped by their economic content
according to the follewing elementss -

1) Raw materials end other basic matorials,
2) Accessory materials, ~

Puel (separately),

Power (separately),

Amortization of bagic plant ' ' N

Basic end supplementary wages, ’ ' :

O\ W
e S N S




7} Deductions for social insurance,
8) Other nmonetsry cutlays

‘ The estimate of expenditures for production of

ferrous metals is compiled without intra-plant LUrnover,
that ig, it does not include the plant's own outiay
necessitated byindustrial production needs. In metalle-
urgical combines whiech, in addition %o rmetallurgical
plantes, slso -embrace mines, coke and chemical and re=-
fractory materials, production and =0 forth, the pro-
duction of these articles (ore, coke, etc.) used for
metallurgical production is excluded from the estimate
of production expenditures as an internal turnover.
‘ 0f great impdrisnce in the production expendi-
ture estimate is the compilastion of a calculation of
 the purchase prices and the cest of certain kinds of
raw waterials, basic mpaterials, and fuel, ¥Yor these

purposes, a special table ig worked out, in which the
unit cost of the materials ieg computed, as well as the
cost of the entire quantity intended to be expended

on production Iin the planning poriod. This table is
compiled in the following form (spe table on pages 6.7).
K The here computed cost of all raw paterials,
other basic materials and fuel dntended to be expended,
with the exception of the cost of waster which will be
utitized for production in the planning period, is ‘
ir¢luded in the expenditure estimate for the plant as
a wholie., ‘ ‘ : S : ‘
_ The cost of the accessory materials is calculated
on the basis of consolidated indices. Using as a start-
ing peint the sctual expenditure during the past year,
the renort dats on the expenditure in the current year,
the growth in production volums and the lowering of
the outlay norins, total expenditures for production are
fixed for each element concerned. o ,
‘ In determining the parcentage of reduction in
expenditures for accessory materials ons should take
4nto sccount the growih in production, as well as the
Cpossibility of lowering the experditure norms for the
principal materials {(refractory materials, ctc.) and
sxchangeable equipment (moulds, shaftel. I th
proportion of the accensory materials in the estimate
is relatively high, the expenditures for them may be
distribuied by groups, for example, materials intended
to serve the basic plant {(1vbricants, electrotechnical

ATt
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materiels, ete.), for the use of workers (special elothing, etc.),
and so-forth. ‘

' Expenditures in the planning year should be determined
separately for each group, starting with the growth in baulc
plant, number of worikers and steel smelting. :

In celeulating the accessory materials 1t is necessary to
take into account that a part of them is eometlmeq produced in the
plant (refractory materisls shaped cestings, ete.); hence, it has
to be Getermined whether the growth in production as a whole is
cutstripping the additional production in these departments.

- The cost of power is determined in the expenditure estimate
on the besis of the balence of electric power, steam and hydro-
electric.

The total. anortization of effe»five basic produotlon funds is
estimated for the enterprise as a whole both for the current and
for the planning year, starting with the original average yearly
cost of the effective besic production fundes and the average horm
of amortization deductions.

Below is given & sample form of an estimate of anortization
deductions (in million ;uh¢es)

Anticiva~ [Planning
tol year year

l. Cost of effective basic production
funds at beginning of year

2. Cost of basic production funde
to be put into effect

lst guarier see.
2rd qguarter ....
‘ete,

3. Average yearly cost of basic
production funds to be put into
effect

1st quarter cese _ : .
21’1(3. q_lle;rter oo e ! ! ’ . 1
etc. - ' .
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remainders should be determine separately. S
The coat of services and work of a non-indu-

strial characier on the slae, which do not form a
part of commodity production {(building, transporta-
tion, scientific reacarcin, laboratory, esigning,
~and cther work) is determined on the hasis of the report
datn for the past year and the expired period of the
current year. ‘ '
: the cost of production wastes realigzable on
the gide and kept in sterage is established on the
vasis of the balance of these woastes or, when these
‘suns are insignificant, Irowm the report data of the
preceding period. , A
' Trameportation services in the shipment of fin- .
ished produce are caleuleted from the quantity of pro-
duce to be realized in the plannirg periecd end the tone-
wilometer cost of haulage, A4S regards the ton-kilome-
ter cost, it is adopted sccording o the report for
the expired period with correction for a possible
reduction in it. Expenditures for loading commodi-
ties are also figured on the pasis of the report
data per ton of commodities to be unloaded. - '
After the total expenditures are determined,
it is necessary to distribuie this sum over the en-
tire output, which will be composed, in cost Lerms, ofs

a3

#

4

1653

i
e

&

a) commodity preduction;

z

b) increase in the remainder of semil-manu-
factures and unfinishedproduction;

¢) increase in the remaindexrs of replaceable
equipment, tools and appliances produced by
the given plant, as well as expenditures of
future yearas '

) services and work on the side {of & nol-
industrial character), including services
in capitel construction, capital repalrs
and nousing and public ubtilities of the plant;

e) producticn westes realizable on the aide
and kept in storages :

£) trangporiaiion services in rie shipment of
' finishedproduce on the side, which are ine

eluded in the extra production expenditures.

o

-10 -




The determinaticn of the cost of commodities
in the draft plan witlhout compliling plan calculations
is done by excluding from the total expenditures those
outlays that do not relate to commodities, THaving
omitted these outlays from ithe total expenditures, we
obtain the factory cost of the commodities. To de-
termine the full cost of commoditles we have to add

to the factory cost price the exira-production ex-—
penditures, which in the draft plan are estzblished

or. the basis of thé consmolidated calculations.

o  4fter the full cost price of all comnodities
has been deternined by the drefi plan, it is necessary
to establish what sum should be assigned o non-coi-
parable commodity producticn. The non-comparable pro-
duetion, in addition to the basic types, the cost
price of which is sstablished on the basis of calcu~
lations, also includes, az a rule, services and work
of & productional charscter waich do not have & fixed
caleulable unit (in the mechanical, repair and other
departments). The cost of these services ig estabe-
1ished from the report dats for the past year and
the report peried of the current year. By excluding
non-comparable production Irom all commodity production,
we obtain the cost price of the comparable commodity
production. o ' : '
- © To determine the percentage of reduction in
the c¢ost price of the comparable production as against
the past year, the quantity of commodity production
sccording to the draft plan must be apvraised {rom
“the anticipated cost price Tor the current year. A%
operating factories with & large line of products
“which deegnot chanze subotantially, the anticipated
cost price for the current yeur may e computed withe
out compiling caloulgticns, on the basis of the consoli-
dated estimates, Jommodity production as expressed in
kind in the draft plan ds anpraised according to the
report cost price during the expired period (six -
morths, for exswple), and & correction is made in fthe
obtoined total of commodity produeiicn, with allowance
for the anticipated additional reduction in the cost
Cprice for the yeor. ' : S

Below is given a sample estimate of the lowering
of production costs at a metallurgical plant with an
uncomplicated line of production (see estimate on pages
12-13). K ‘ :

- L
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Correction for anti-
cipated additional
reduction in cost
of couparable coOme
modity production -
for the year ‘
(«5.0%0) as against
repert for & months
of the current. year
(w3,0%) 476,000 -
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‘ The contemrlated percentage of reduction in the cost of

comperable commodity production is verified by an estimate made
in the following form (see form on pages 16-17). - o
The proportion cf expenditure elements is-esteblished: ™./ 7"

on the basis of the estimate of expenditures for produétion. v
.. To determine the economies. effected as a result of the

¢ relativé veduction in the wage fund, the we.ge fund‘bf-ihdustfiél jj5
. production perscnnel must be divided by the total production in' ‘

‘wholegale prices of the corresponding period, and_the quotient.of
the anticipated or plauned period must be subtracted from the - .. .-
‘guotient of the base period obtained. The dlfferénce, divided by

. the quotient of phgfbasg_peridd,.is”adOPted‘as ;hé’percehtage'®£ thé.ﬂ
relstive reduction in the "wage' element. Thig verification . . = .

method of calculation can be used in the absence of Structural'?;j‘;,fjﬁ'

changes at & plant. Waen these are present, it'ils necessary to dd= |

troduce &’ corresponding correction into the calculation. "Esti-" - | -
mates of smortization and contingent and fixed exnenditures are | . -
made eccordingly. ' Changes from the past year not depending upon
the enterprise»aye_detgrminéd_onnthe.basismofia special estimate.

e percentage of reduction in cost of raw ang other ' . .
_ basic materisle, ete (Point T), is determined for the first half- '
- year of the report perlod as the difference between the total - ...
' percentage of reduetion in commodity production and the estimated ..
.. percentage of reducticn with relation to the total of other ele-
. ments of expenditure (Points 1=6). .This percentage of reduction’
also gives an orientation for esteblishing the anticipated per- -
" centage in the seccnd half-yeer, as well as for the planning period.
’ In verifyipgwthe‘contemplated‘reduction in cost of *" S
materials, estimates are also mede of the average welghted re-
g Quction in the basic types of raw and other materials and fuel,
convertaed into terms of cormodity production, that is, at plants
" compri.sing blest-furnace, open-hearth.and rolling mill produc-

- tion; forms of expenditure, of coke, for example, should not be
adopted for pig iron, bubt per ton of finished r¢lled.gopds;

=15 ... |
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The cost of the non-comparable commodity pro-
duction anticipated in the curreni year should be
verified on the basis of the planned cost, and the
changes in this production should be allowed for in
kind. There nmay be especially considerable corrections
in starting expenditures, which must necessarily be
charged to the cost ¢f production in the year of pute
ting into production a new unit producing non~-compa-
rable goods. : o ;

For g more correct determination of the cost of
non~conparable commodity production in the planning year
cne must anglyze the caleoulation by comparing the eX-
penditure per production unit with the calculation of
another plant producing the same goods under analogous
conditions. At the same time, it is necessary to take .
into account slso the asdditional expenditures in the -
release period.. : ' - '

f6 verify the full cost of commodity production
anticipated For the current year end provided for in
the draft plan, it is necessary 1o analyze the compa-
rable commodity production according 1o the cost of
the past year. Non-comparable proguetion is excluded
from the commodityproduction in wholesale prices, and
the exvenditures are ascertained {seceording to the O
cost of the pest year) per ruble of cemparable commodity
production, Using these outlays and the veolume of come
perable commodity production &z a gtarting point, pne
estimates the comparable eowmmodity produciion &ocorde
ing to the cost of the past year. IT the line of pro-
ducts changes considerably, the commedity production
according to the cost of the past year is reckoned by
multipiving the expenditures per ruble of commodity
production according G i report by the commodlity
production in wholesale prices in the anticipated or
planning period. Thi 543 mekes it possible to
‘ : in profitablility an a
result of changes in the line of products. Verifica-
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to the cost of the past year, and the percentage of
reduction in the cost of the non~comparahle commodity
production, makes it possikle to establish the necessary
full cost of all commodity production, and hence aliso
the expenditures per ruble of commedity production in
wholesale prices, Here it must be taken into account
that the wholesale prices may sllow for improvement

in quality (sharp reducticn in output of grade O steel,
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etc.), whinh will require no addltional expeddltures. Hénce
the draft plans should provide for a certain reduction in ex-

penditures per ruble of.commodity production due to improvement in
.quality not reflected in percantage of reduction in coat price.

On individual types of production the wholesale prices
may be reduced both in the current ysar and at the beginning of ,
the plenning period. Hence, in establishing the percentage of re-
duction in expenditures per ruble of commodity production one
should teke into account the effect of these changes and as certain
the expenditures at comperable average yearly prioes of the
preceding year.

Tan the planning sections of the sovnarkhozes tne verifi-
cation of the plan can be effected by the same method as in the
sovnarkhoz administrations. Here, furthermore, in verlfylng com-

‘parable commodity production eccording to the anticipated cost of

the past year one also escertaing the influence of the specific _
weights of the individuel plents. For this purpose, one takes for
each plent only the corparable comriodity production in wholesale
prices, which is multiplied by the expenditures per ruble of
comparable commodity production according to the eost of the
previous year. The difference between the sum obtained for the
individual plants and the sum calculated from the expenditures
per ruble of commodity production for the administration as a

whole, will constitute the correction of the estimote due to the
change in the specific wplghts of the 1nd1v1dual faﬁtories.

110,002 - - - END -
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